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Dcnr A p p l i c a n t :  

\.lc I I ~ I V C  c o n s i d e r e d  your a p p l i c s L i o n  f o r  r c c o g n i ~ i o n  0 1  cxcmpr io r~  u n d e r  S c r t i u n  
S t i l (c ) (&)  o f  ~ l i c  ln t r l rnc l  Rcvcnilc Cod*. 

T l ~ c  i n f o r n i a l l o ~ ~  subrn i t t cd  J i s c l o s e s  thoE you {.-ere inclorl)or i l ted on 
********* *********   under t h ~ ?  n o n p r o f i t  c o r p o r a t i o n  l i l r ~ s  of t h e  S t l l t e  of 
******* .  

According to your A r L l c l e s  of I n c o r p o r n t i v n ,  Llic p ~ l r p o s c  of y o u r  assoc i i tL ion  
i s  to m a i n t a i n  t h e  common a r c a s ,  t h e  water  s y s t m  and  roads u i e h l n  * * * * * ****  
* * * * *  C S  arld to  c n f o r c ~ ?  t t t e  r e ~ t r i c t i v c  covcnenLh of r c c o r d  p e r t s i n i n z  t o  &;rid 
subdivision. Every person owning 3 l o t  i n  ~ h * ***** ****  * * * * * *  s u b d i v t s i o n  
511311 11c a ~ lcnbor  of your n s s o c i u c i o n .  

T h e  iol lowirrf i  ota t r u e n t s  oppesrcd i n  your e p p l i c a t i o n  : 

Tl~c a s s o c i o r j  o n ,  aL t h e  s s a o c i i i ~ i o n ' s  expense ,  s i i ~ ; l I  p i p e  ~rilLcr L O  rtlc 
p r o p e r t y  l i n e  o f  cach  l o t ,  a t  a p lace  t o  bc d e t e r m i n e d  by the Esecut ivc  
Con rd . 
Connect lon t o  chc water l i n e  shall be d o n e  i n  matlner approved  i n  - 
w r i t i n g  by t h e  E x e c u t i v e  lionrd, a t  t h e  cxpcnGe of t he  orgncr of s u c l l  
l o t .  
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***** ****** *********  * * * * i *  . - 
Lot owners pny aesessments for the mnintennncc and operation of the  water 
system, tho maintet~ance and costo o f  road repairs ;  and dues to cover 
adolinistration c o s t u  such as  postage, pr int ing and of f ice  supplies. 
Vacant l o t s  are mowed 3 times year ly  with the  reapectivc l o t  owners being 
assessed for t h e  rnovlnps. floweowners who arc  tapped into the  system pay 
$****  yearly, w h i l e  lot  ovners who have not  tapped into t h e  water system 
pay 1/4  the r a t e .  

According to the f inanc ia l  d a t e  submitted, your sole source of illcome i s  
member assessments. Your expcnecs are  administ ration expenses, road sur face  
r e p a i r s  and moving expenses f o r  membersv lots.  Your water expenses include 
w e l l  house repairs,  inourance on pumps and e l e c t r i c i t y .  

Sec t ion  501<c)(4) o f  the Code provides f o r  thc exemplion from Federal inconc 
tax o f  c i v i c  leagues or  organizations n o t  organized f o r  p rof i t ,  but operated 
exclusively for the promotion of oocial welfare. 

Sec t ion  1.501(c)(4)-1 of the Income Tex Begulations s t a t e s  (a)  Civic 
organizations-(1) In gencral. A c ivic  league o r  org:inization nay be exempt as  
an organ iza t ion  described i n  Sccrion 501(c)(4) i f - -( i )  It is not  organized or 
operated for profit; and ( i i )  It is  operated exclosively for  t h e  promotion of 
s o c i a l  welfare .  (2 )  Promotion of s o c i a l  welfare - (i) In  gcneral. An 
o r g a n i z n t i o n  is  operated exclusively f o r  the promotion of soc ia l  r ~ c l f n r e  i f  i t  
is primarily eneoged in prolnoting in some way t h e  comon good and general  
wel fa re  of the people of the community. An organization embraced within thie 
e e c t i o n  is one which i s  operated primarily f o r  the purpose of bringing about 
c i v i c  betterments a n d  nocial improvements. A "social welfare" organization 
w i l l  q u a l i f y  for exeuption as n chari table  organization i f  i t  f a l l s  w i t h i n  the 
d e f i n i t i o n  of "charitohle" set forth i n  p?ragrapl~ (d) ( 2 )  of Section 
1.501(~) ' (3)-1 and is not an "action" organizat ion as s e t  for th i n  paragraph 
(C > (3) of Scction 1.501(~)(3)-1.  ( t i )  P o l i t i c a l  or s o c i a l  act i ,vi t ies .  The 
promotion of social, welfare does not include d i r e c t  o r  ind i rec t  pnrt ic ipnt lon ' 

o r  intervention i n  po l i t i ca i  campaigns on behalf of o r  i n  opposition t o  nny 
candidate  f o r  publ ic  office. Nar is a n  organizatilin operated pr i~uar i ly  for 
t h e "  promotion of s o c i a l  welfare i f  i ts  primary ac t iv i ty  i s  operatine a social  - 

c l u b  for t h e  .benef i t ,  pleasure', or recrent ion of i t s  ~oenbers, o r  i s  carrying 
on a business  with t h e  general p u b l i c  i n  a manner s i n i l a r . t o  organizat iot~a 
which are operated f o r  prof1 t. A s o c i a l ' u e l f a r e  organization may q u a l i f y  
under Sect ion ( c ) ( 4 >  even though i t  i s  an "act ion" organization describcd, in 
paragraph (c)(3) (ii) or ( i v )  of Sect ion 1.501(c)3-1 I f  i t  otherwise q u a l i f i e s  
urlder t h i s  Section. ( t)  Local  associations o f  cmployces. Local associat ions 
o f  employees described in section 501(c)(4) a r e  expressly en t i t l ed  t o  
cxrnp t lon  ur~dcr Scc t ion  501(c). As condit ions to exemption, i t  i s  required 
(1 ) that t h e  ~nembarslrip of such an a s s o c i a t i o n  be limited to the employees of 
2 designated person or pcrsons In 0 p a r t i c u l a r  rnunicipslity, and ( 2 ) .  t h a t  the, 
n e t  earnings of t h e  association be devotcd exclusively to  chari table ,  . . 
educational, or recrestloncil purposes. The word "local"  is def lned ' in  
paragraph (b) of SecLion 501(c)(12)-1. See paragraph (d)(2) and (3)-of. , . 
Sect ion 1.501(~)(3)-1 with reference LO tile aeanlng of  "charitablc" a s  used, i n ,  -. ' 

t h i s  Sect ion.  
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***** ****  * * * * * * *** ******  

Rev. Rul.  74-99, 1974-1 C.U. 131, wtlicl-I modified Rev. Rul.  72-10?, 11oltls t l ~ n t  
A homeowners a s s o c i a t i o n  forncd i n  cor~:unction w i t 1 1  a r e a l  ee ta te  development 

iluve t h e  Fol.lowin& c l i a r ac t c r i s t i c t ; :  
1. It must s e r v e  a "comnunlty" which bttiirs a reasonnblo rdcogr~izablc  

r e l a t i o n s h i p  t o  an a rea  o r d i n a r i l y  i dc i i t i f i ed  a s  governncntal; 
2. I t  nus t  not  conduct a c t i v i t i e s  d i r cc t ad  to t t ie e x t e r i o r  maintenance o f  

p r i v a t e  rcs idcnces ;  and 
3. The comon a r e a s  o r  t a c i l l c i c s  must be f o r  tile use and enjoy~aent of t h c  

gene ra l  publ ic .  

Your o rgan iza t ion  do r s  not qun l i fy  for cxenpc s L a t e s  under Section 501(c ) (4 )  
because you hiive not met the requirements of the sbovc l~cvcnuc I{ulinl:. Access 
to  your water system f a c i l i t y  is noL cxtended to  t h e  e c n r r a l  ptlh1l.c bur Ls 
restricted s o l e l y  t o  members of your o s s o c i a ~ i o o  who niust f i r s t  purchase n l o t  
i n  the subd iv i s ion .  In  add i t i on ,  your mor~ing s e r v i c e  f o r  crcmhcrn is an 
a c t i v i t y  d i r ec t ed  t o  t h e  e x t e r i o r  maiutcnance of p r i v a t e  residences. Tlic 
above a c t i v i t i e s  do not promote s o c i a l  r ~ c l f o r e  of t h c  cormunity as o v l~o le  but 
rather s e rve  the  p r i v a t e  i n t e r e s l  of your members. Accordingly, we  hold t h a t  
you a r e  not  exempt f ron~  Federal income t a s  a s  (t s o c i a l  we l f a re  o rc sn j zn i ion  
under Sec t ion  501(c)(4)  of tlie Cote anti a r e  requirctl  co f i l e  Federal income 
t a x  r e t u r n s  annual ly .  

A ilonleowncrs a s s o c i a t i o n  tha t  Is not  exempt under Sectioii  501(c)(4) a~icl tll-t 
i s  e i t h e r  a condominiurn mnnagcment a s s a c i a t i o n  or a r e s iden ta l .  r ca l  e s t a t e  
manogenent a s soc i a t ion  genera l ly  may e l e c t ,  under t h e  provis ions  of Sect ion  
528, to r ece ive  c e r t a i n  t ax  belieEies t h a t ,  i n  e f f e c t ,  permit  t l ~ e  exclus ion o f  
i t s  exempt func t ion  income from i ts  gross  Incorne. The e l e c t i o n  i s  made etlcti 
year  by filing Form 1120-H. For morc iiiformdeion, sec Publ ica t ion  588, Tar: 
Informntion for  ~fomeowners Associations.  

I f  you do not agree  with tlicsc conclus ions ,  you nay wlchin 30 days f rom the 
date  of t ! ~ i s  l e t t e r ,  f i l e  n brief of the f a c t s ,  I.nw arid art;unients ( i n  
dup l i ca t e )  whicli c l e a r l y  s e t s  f o r t h  your pos i t i on .  I n  t he  event you d e s i r e  an 
o r a l  d iscuss ion of che i c sues ,  you should sc i n d i c a t e  l n  your subnii.ssion. A 
confercncc w i l l  he arranged in  t h e  Ileglonal Office a f t e r  you Iii~ve subiait lcd 
your  br ief  co the  Chicago D i s t r i c t  Off ice  and oc hnvc had an oppor tuni ty  to 
consider  c l ~ e  brief and It appears t h a t  the conclusiorla reached are s t i l l  
unfnvorable  to you. Any submission iaust be signed by one of yorlr 1irirrcJpal 
o f f i c e r s .  If the r ~ n t t c r  i s  t o  be handled by a r cp t4esen ta t ive ,  the Confere~ice  
and P rnc r i c r  Requirenonts reg,rrding the  f i l i n g  of n povbr of attorney and 
evidcncc o f  enrollment t o  p rac t i ce  must be met. W c  have enclosect Publ icnt ion  
892,  Lixcrupt Orgcinization Appeal P r o c e l . ~ r e s  f o r  Adverse Detcrninntlons,  v t~ich  
c x p l a i l ~ v  i n  d e t e i l  your r i g l i t s  and procedurcs.  



I f  we do n o t  hear from you within 30 days from the date of tliis l e t t e r  this 
determination w i l l  become f i n a l .  

Please keep thla  determination letter in  your permanent records. 

If  you agree w i t h  t h i s  determination please sign and return the enclos'ed Form 
601 8 

Enclosuyee: . 
Publication 892 
Porn6018 . 




